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THE OUTLOOK FOR 1954 


This issue of the Michigan Business Review is devoted to articles analyzing the 
business outlook for 1954. These articles comprise papers (or adaptations) which were 
presented at a conference on Analyzing the Economic Outlook, sponsored by the De- 
partment of Economics of this University, and held in Ann Arbor on November 13 
and 14, 1953. The committee in charge of the conference consisted of the following 
professors: Gardner Ackley, G. R. Anderson, L. R. Klein, and R. A. Musgrave. Attend- 
ance at the conference was by invitation, extended to business and economic analysts, 
and other interested persons. We hope that the readers of the Review will find these 
papers as interesting and valuable as did the persons attending the conference. 


Philip Wernette 


The views and opinions expressed in the Review are those of the several 
: authors, and do not represent an official opinion of the School of Business 
Administration. 
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Consumers’ expenditures depend on attitudes as well as 
income; their current attitudes are reported here. 


The Consumer Outlook 


SHORT time ago the New York Times 

quoted a business leader as follows: “The 
psychological reaction of consumers would 
largely determine whether business would 
keep on booming or slip into recession.” Three 
ideas are implied in this statement. The first 
one is the belief that our economy has not yet 
reached a period of assured stability but, 
rather, is subject to sizeable fluctuations. The 
second is that consumers are in a position to 
influence economic fluctuations; and the third 
that consumer psychology greatly affects con- 
sumer action. The second and the third ideas 
are relatively new. They represent basic tenets 
of research work undertaken by the Survey 
Research Center during the past seven years 
and require some elaboration. 


Theory—Old and New 


Economic theory as it developed, say fifteen 
or twenty years ago, relegated consumers to 
a relatively minor role. It generally assumed 
that of the three sectors of the economy— 
business, consumer, government—business in- 
vestment was the dynamic force initiating 
fluctuations. Government receipts and expend- 
itures were also acknowledged as influential, 
while consumers were not considered an active 
and independent force. It was thought that 
consumers’ behavior was dependent primarily 


About the authors— 
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Research Center of the Institute for Social Research, 
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on the fluctuations of personal incomes, and 
that personal incomes, in turn, were dependent 
on what business and government do. 

Recent studies, however, have shown that 
today in the United States consumer expendi- 
tures are not rigidly tied to income. Instead, 
consumers have great latitude in changing 
their spending-saving behavior. This is the 
case because of (1) supernumerary incomes, 
(2) substantial liquid asset holdings, (3) pos- 
sibilities of borrowing, and (4) because of the 
availability of a great number of highly de- 
sired durable consumer goods. 

Although consumers’ latitude extends to a 
variety of money outlays, they have the great- 
est discretion in either increasing their ex- 
penditures on housing, automobiles, and other 
durable goods (“bunching” of durable pur- 
chases) or in postponing such expenditures 
and thereby adding to their savings. 

At a time or in a society in which the eco- 
nomic actors have little discretion, the tradi- 
tional economic methods, that is, an analysis 
of the results of economic behavior (studying 
the “behavior” of prices or incomes), might 
have sufficed. Today in the United States we 
must supplement the traditional analysis with 
a study of the factors underlying the behavior 
of people and groups of people such as con- 
sumers, businessmen, and policy makers. 


Factors Influencing Consumer 
Expenditures 


In our theoretical scheme we distinguish 
three sets of factors which usually influence 
consumers in making decisions about large 
expenditures. 
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SAMPLE SURVEY QUESTIONS 


The following are a few of the principal questions on which the survey results reported 
here are based: 

“We're interested in how people are getting along financially these days. Would you say you 
and your family are better off or worse off financially than you were at the beginning of 
this year? Why do you say so?” 

“Are you folks making as much money now as you were at the beginning of the year, or 
more, or less? Why is that?” 

“Considering the country as a whole—do you think that during the next twelve months we'll 
have good times or bad times, or what? Why do you think that?” 

“Looking ahead further, which would you say is more likely—that in the country as a whole 
we will have continuous good times during the next five years or so—or that we will have 
periods of widespread unemployment or depression, or what? Why do you think so?” 
“What do you expect prices of household items and clothing will do during the next year or 
so—stay where they are, go up, or go down?” 

“Now looking ahead—do you expect that, say, five years from now prices of the things you 
buy will be higher than they are at present, lower, or just about the same? Why do you 
think so?” 

“Now about things people buy for their house—I mean furniture, house furnishings, rugs, 
refrigerators, stove, radio, and things like that. Do you think now is a good time or a bad 


time to buy such large household items? Why do you say so?” 


First, we consider what may be called en- 
abling conditions—level of income, of liquid 
assets, possibilities of borrowing. 

Second, we list precipitating circumstances, 
such as income changes, household formation, 
marriage, childbirth, moving, or breakdown of 
old goods. 

The third set of factors are attitudes, that 
is, motivations, expectations, hopes, and fears. 

The thesis about the latitude of consumers 
implies that consumers are not marionettes 
whose behavior is determined entirely by fluc- 
tuations in their incomes or such circum- 
stances as marriage or moving from one place 
to another. Instead, how consumers react to 
such developments is strongly influenced by 
the attitudes and expectations they hold. To 
exemplify: an increase in income may, but 
need not, lead to a feeling of being better off 
and being satisfied. Or, moving or breakdown 
of an old durable good may happen at a time 
when the consumer feels that times are not 
opportune for buying new goods. Likewise, 
substantial recent past purchases may, but 
need not, cause a subjective feeling of satura- 
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tion and retrenchment of one’s rate of spend- 
ing. 


Importance of Attitudes 


The following propositions are generaliza- 
tions from recent findings as well as basic 
assumptions of our ongoing research work: 

1. Consumer attitudes such as a feeling of 
being better or worse off, looking forward to 
prosperous or depressed times, or expectation 
of price increases or decreases, are influential. 
The rate of spending, especially on durable 
goods, varies considerably among people with 
different kinds of attitudes. 

2. Most commonly the optimism of some 
people and the pessimism of other people do 
not cancel out. Attitudes may undergo a 
change in the same direction about the same 
time among very many or most consumers. 

3. Economic attitudes originate in a variety 
of political and economic developments. It is 
inadequate to assume that economic attitudes 
are merely a reflection of recent trends in, say, 
incomes or prices; it is necessary to measure 
changes in attitudes directly. 
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4, Changes in people’s economic attitudes 
can be measured by means of periodic, de- 
tailed interview surveys with representative 
sampies of the population. 


Consumer Attitudes, 1945 to 1950 


We turn to a brief description of the results 
of some of the Survey Research Center studies 
concerned with the business cycle outlook.’ 

At the end of the war, the majority of the 
American people were optimistic rather than 
expecting a postwar depression. During the 
following years people on the whole expected 
good times to continue. Income increases were 
viewed as permanent steps toward an im- 
proved standard of living. These attitudes 
were associated with relatively high rates of 
supernumerary spending. For individual fam- 
ilies one or two years of dis-saving alternated 
with several years of relatively high rates of 
saving. Price expectations did not influence 
consumer spending much, most likely because 
most consumers did not foresee large price 
changes. Most of the time and especially in 
1949 the expectation of some price declines 
was associated with an anticipation of good 
times to come. Early in 1949 consumer atti- 
tudes yielded ample indications that consumer 
expenditures would not decline and that the 
inventory recession would not be lasting. 


The Impact of the Korean War 


Due to military setbacks after the out- 
break of the Korean war economic attitudes 
changed radically. Fear of a third world war, 
of shortages and inflation led to panic buying. 
The situation changed again early in 1951. 
The American people learned that a stalemate 
had developed. The prospect of many years of 


1A more detailed account of the findings and 
methods of these studies may be found in the fol- 
lowing publications: 

Surveys of Consumer Finances, conducted by the 
Survey Research Center for and in cooperation with 
the Federal Reserve Board and published in the 
Federal Reserve Bulletin since 1946. 

George Katona, Psychological Analysis of Economic 
Behavior (McGraw-Hill, 1951). 

George Katona and Eva Mueller, Consumer Atti- 
tudes and Demand, 1950-52 (Survey Research Cen- 
ter, 1953). 
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conflict (“cold war”) was considered as un- 
favorable for the consumer, and high prices 
and high taxes were resented. The change in 
attitudes resulted in postponement of expendi- 
tures and in high rates of liquid saving. 

It was a long time before the American 
people became reconciled to the price increas- 
es which occurred after the outbreak of war 
in Korea. Inclinations to purchase durable 
goods improved gradually, most strongly in 
the second half of 1952. By the end of the 
year 1952, optimism was much more prevalent 
than pessimism, and buying plans for 1953 
were more frequent than they had been for 
1952. 

In accord with advance survey indications, 
consumer purchases increased in 1953. But, 
possibly, optimism on the part of some im- 
portant groups of manufacturers was so pro- 
nounced that the supply of certain durable 
goods increased more from 1952 to 1953 than 
consumers’ inclination to buy. Important re- 
cent developments that may affect the rate of 
consumption might be summarized as follows: 
(1) high rate of consumer purchases, partly 
on credit, (2) relative stability of prices, and 
(3) the truce in Korea and the possibility of 
reductions in Government spending. How will 
consumers react to these developments? The 
Survey Research Center conducted a nation- 
wide survey in October 1953 in an attempt to 
answer this question. 


The October 1953 Survey 


In October 1953, American consumers 
looked into the future with less confidence 
than at the end of 1952. A somewhat greater 


proportion of people expressed pessimistic ex- 


pectations than a year earlier. 

But, in absolute terms, consumer sentiment 
still is overwhelmingly favorable to a high 
level of expenditures. It is, on the whole, as 
favorable as two years ago. All that has hap- 
pened is that the surge of optimism regarding 
business trends which occurred in fall 1952 
proved to be temporary. 

The principal factors which caused some 
people to become pessimistic are: the truce in 


Korea and the anticipated reduction in gov- 
ernment spending together with rumors of 
overproduction and the threat of depression. 
But there are two counterbalancing forces. 

First, the great majority of people are satis- 
fied with present economic conditions and with 
their own financial situation; many expect 
their families to be better off next year than 
they are now. Relatively few people are suffi- 
ciently concerned with the possibility of a 
depression to conclude that personal financial 
reverses are in prospect for them. Second, 
notions of price stability—past as well as 
present—are prevalent today in marked con- 
trast to 1951-52, when resentment against 
prices which were regarded as excessively high 
reduced the rate of consumer spending. 

Do the results of this recent survey give 
grounds for optimism or pessimism? The an- 
swer depends on the initial point of view of 
the reader. Those who see signs of an impend- 
ing depression may well ask themselves 
whether such pessimism is warranted at a time 
when American families on the whole are sat- 
isfied with their financial situation and express 
favorable judgments of current buying con- 
ditions. If, on the other hand, the reader ex- 
pects consumers to buy more than last year 
and thereby to offset any possible decline in 
business investment or government spending, 
the survey’s results must be disappointing. 
The survey gives no indication of a forthcom- 
ing shift from saving to spending. On the con- 
trary, it suggests that the volume of consumer 
spending in the months ahead, though it will 
remain a sustaining force for business activity, 
may well fall short by a small margin of the 
high level which it attained in 1953. 


How the Survey Was Conducted 


Between September 15 and October 15 the 
Survey Research Center’s interviewers talked 
to a cross-section of the American people, con- 
sisting of a thousand families all over the 
United States. These families were selected by 
methods of probability sampling, which insure 
that businessmen and wealthy people, farm- 
ers and unskilled workers, old and young, 
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are represented in the sample in accordance 
with their frequency in the entire population. 

People were asked a variety of questions 
which have been found in past studies to have 
a bearing on their spending behavior—regard- 
ing their judgments of buying conditions, price 
expectations, their personal financial prospects 
as well as the general business outlook, their 
views of the cold war and its effect on the 
economy. Respondents were given a chance 
to express themselves freely and at length on 
these and many other questions. Answers were 
recorded as nearly verbatim as possible by the 
interviewers and classified into fixed categor- 
ies in the central office. In the analysis the 
Center places great reliance on the trend over 
time of answers to identical questions repeated 
in successive surveys. And we consider a vari- 
ety of attitudes and their consistency rather 
than one single attitude (for instance, we do 
not rely exclusively on changes in intentions 
to purchase durable goods). The new survey 
is a part of the Center’s research program in- 
tended to determine the influence of consumer 
motives, attitudes, and expectations on spend- 
ing and saving. 


Decrease in Optimism 


Signs of pessimism regarding business 
trends were most evident in people’s replies to 
a question about the /ong-term economic out- 
look. The survey discloses that nearly one-half 
of the Ameican people now expect a recession 
or a depression some time during the next five 
years, and only about one-fourth foresee con- 
tinuous good times (the rest do not have 
clearly formulated expectations). These find- 
ings must be compared with those from earlier 
surveys. The proportion of people who argue 
that bad times will predominate during the 
next few years is higher than at any time dur- 
ing the past two years and nearly twice as 
high as in late 1952, the high-point of opti- 
mism during the Korean war. 

Expectations regarding the economic out- 
look for the near future are considerably more 
optimistic. About one-half of those who are 
pessimistic about long term prospects are con- 
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fident that the present prosperity will last for 
another year at least. Most commonly these 
people argue that times are good now, that 
people have money to spend, and that no 
immediate changes are in the making. Short- 
term expectations now are as favorable as in 
the summer of 1952, but less favorable than 
in late 1952. 

Altogether, about 40 per cent of all people 
did talk at some point during the interview of 
signs of a forthcoming depression. Some of 
these people were disturbed by lay-offs in 
local plants or by reports about local mer- 
chants who are overstocked. Some were im- 
pressed by rumors of an impending depression 
which they encountered in the press, on the 
radio, or on TV. In rural areas the decline of 
farm prices appeared to worry farmers as well 
as businessmen. But only a minority among 


those who showed awareness of unfavorable 
signs or had heard unfavorable news had 
become pessimistic regarding short-term eco- 
nomic prospects or their own welfare. 


Recent Developments in the 
Cold War 


There is no evidence in the survey that the 
Russian “peace offensive” has created fear of 
a drastic slash in defense production. At least 
three out of every four Americans believe that 
the cold war will continue at approximately 
its present pace. When questioned regarding 
the chances of more peaceful Russian-Amer- 
ican relations, most people answered that they 
could not detect a change for the better. Com- 
ments such as “I don’t trust the Russians” 
or “We should not pay any attention to their 
talk about peace” were frequent. 


SELECTED MEASURES OF CONSUMER ATTITUDES, 1950-53 
(Percentage of American people expressing each opinion at survey date) 
A. Recent Changes in Financial Situation of Consumers 


Date of survey 


Evaluations of Financial Situation 


Better 
Off Same Uncertain 
June 1951 18% 45% 2% 
November 1951 24 40 2 
June 1952 26 41 1 
Nov.-Dec. 1952 28 50 2 
Sept.-Oct. 1953 26 47 3 


Recent Income Changes 
Worse 

Off Increase No Change Decrease 
35% 26% 56% 18% 
34 29 52 19 

32 29 51 20 

20 38 47 15 

24 29 53 18 


B. Expected Business Conditions 


For Next Twelve Months 


Good Pro-con; 

times uncertain 
June 1951 * 
November 1951 * * 
June 1952 42% 42% 
Nov.-Dec. 1952 56 38 
Sept.-Oct. 1953 47 34 


For Next Five Years 
Some 
Bad Good Un- unemploy- Bad 
times times certain ment times 
* * * * * 
* 30% 42% 10% 18% 
16% 31 43 9 17 
6 36 36 14 14 
19 28 26 14 32 


C. Price Expectations for Household Goods and Clothing 


Over Next 

Rise No Un- 

change certain 

June 1951 39% 31% 18% 
November 1951 52 22 20 
June 1952 21 43 22 
Nov.-Dec. 1952 6 43 25 
Sept.-Oct. 1953 14 50 9 


*Not available. 


1954 


Five Years from Now 
Higher Lower 
than Un- than 
Decline now Same certain now 
12% * * * * 
6 17% 19% 45% 19% 
14 16 28 34 22 
26 5 10 39 46 
27 11 19 28 42 
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And yet a substantial minority of people 
believe that business activity will be affected 
adversely by the Korean truce. In 1951 and 
early 1952 many people had complained that 
the Korean war was making for hard times— 
meaning high prices and high taxes. In the 
second half of 1952 there occurred a pro- 
nounced shift toward the view that war and 
defense production were creating income and 
employment. When the question regarding the 
economic effects of recent developments in 
the cold war was repeated subsequent to the 
Korean truce, in October 1953, the pendulum 
had swung back. The percentage of people 
who said “world conditions make for bad 
times” had increased from 15 to 31—“bad 
times” now meaning primarily lay-offs in de- 
fense industries. 

In reply to a further question—whether 
government spending would be increased or 
reduced next year—43 per cent of all people 
thought that it would be reduced, compared 
with 37 per cent who thought that it would 
remain unchanged or rise. Many of those who 
predicted reductions were thinking merely of 
economies in government operations which the 
Eisenhower administration has promised; but 
many others made it clear that they foresaw a 
cut in defense spending. 

Who is Pessimistic? 

Although there are some pessimists in every 
economic group, pessimism is much more pro- 
nounced among families in the lower than 
among families in the higher income brackets. 
In the group with incomes below $2,000 as 
many people expect bad times next year as 
expect good times, while in the group with in- 
comes of $5,000 or more the optimists out- 
number the pessimists by three to one; people 
in the middle income brackets resemble high- 
income people in their short-term outlook. 

Regarding the long-term outlook, the mid- 
dle income class is decidedly less confident 
than the well-to-do, and those with very low 
incomes are more pessimistic still. In terms of 
occupation groups, the proportion of business- 
men and professional people who anticipate 


continued prosperity is much larger than the 
proportion of unskilled workers and farmers 
who hold such favorable views. Skilled work- 
ers and clerical employees appear to occupy 
an intermediate position. 

That high-income people are more optimis- 
tic than low-income people is important, 
partly because the former spend much more 
than the latter. We find that high-income 
people heard of rumors of an impending de- 
pression, or are aware of signs of a depression, 
as often as other people. Nevertheless, in the 
majority of cases, the trust of the well-to-do 
in continued prosperity has not been shaken. 


Sources of Optimism 


What are the forces which have prevented 
the majority of people from becoming serious- 
ly concerned over the possibility of depression 
in 1954? A strong source of optimism is 
people’s satisfaction with their present finan- 
cial situation. Over a fourth of ail families 
felt this Autumn that they were better off 
than at the beginning of 1953, and nearly one- 
half that their financial situation had im- 
proved over the past two or three years. Many 
other families reported that they had not ex- 
perienced any change. About a fourth thought 
that they were worse off now than in early 
1953 or three years ago. 

Personal expectations for the future also 
are predominantly favorable. There are three 
families who anticipate improvement of their 
financial situation in the coming year for every 
one that expects a setback. Even farmers have 
favorable expectations much more frequently 
than unfavorable ones. Optimism regarding 
personal finances is strongest among those 
who count on continued prosperity; it is less 
common, but by no means lacking, among 
those who see bad times ahead. 

Favorable reports on personal financial pro- 
gress were relatively infrequent during the 
early months of the Korean war. Many fam- 
ilies felt at that time that prices were ad- 
vancing faster than their incomes. In the 
second half of 1951 and in 1952 the frequency 
of reports “‘We’re better off” increased grad- 
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ually; it did not change much in 1953. Surveys 
show that growing satisfaction with the fam- 
ily’s financial situation is often associated with 
recognition that prices have begun to level off. 
In June 1951, 28 per cent of all people com- 
plained spontaneously that inflation was re- 
ducing their standard of living. In November 
1952, that figure was down to 12 per cent; in 
October 1953 it was only 10 per cent. 

At present most people are of the opinion 
that prices of the things they buy have 
reached a plateau and will remain substan- 
tially stable. This constitutes a second im- 
portant source of optimism. Complaints that 
inflation has put many goods out of the reach 
of the consumer are much less frequent than 
two years ago. Only among low-income people 
is there still a substantial group who feel that 
times are bad for buying because prices are 
“too high.” 

The proportion of people who expect that 
five years from now prices will be lower than 
they are at present increased in 1952 fom 22 
per cent to 46 per cent and remained in 1953 
at approximately that level. For the near 
future notions of price stability predominate. 
Three-fourths of all people expected in Octo- 
ber 1953 that prices would remain stable or 
fall a little during the coming year. Only one 
in seven was of the opinion that prices would 
rise during the coming year. The idea that 
there is a tendency for prices to move upward 
in the longer run was even less widespread. 


Opinions About Taxes 


The expectation of a cut in persona! income 
taxes was not among the sources of optimism. 
Hardly anybody referred spontaaeously to 
tax cuts in discussing why they might be 
better off next year. When asked the direct 
question ‘Do you think there will be a change 
in the taxes people like you will pay next 
year?” only 18 per cent of all people (28 per 
cent of people with incomes of $5000 or over) 
replied that income taxes will be reduced. 
Knowledge that the Korean boost in personal 
income taxes expires in January 1954 does not 
appear to be widespread. Come January, 
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many people may be pleasantly surprised by 
an increase in their take-home pay. _ 


Evaluation of Buying Conditions 


People’s answers to the question—“Do you 
think now is a good time or a bad time to buy 
large household items?”—suggest that atti- 
tudes toward buying furniture, refrigerators, 
television sets, and the like have not de- 
teriorated as compared with late 1952. In the 
lower income brackets a moderate shift 
toward more favorable evaluations seems to 
have occurred; but there the most common 
opinion still is that the present is a bad time 
to buy. In the economically important group 
with incomes of $5,000 or more, judgments of 
buying conditions have remained practically 
unchanged over the past year. People with 
incomes of $5,000 and over said: 


Good Bad 

time Pro-con; time 

to buy uncertain to buy 
June 1951 31% 25% 44% 
November 1951 31 32 37 
June 1952 38 26 36 
Nov.-Dec. 1952 37 32 31 
Sept.-Oct. 1953 41 26 33 


Evaluations of buying conditions for cars 
resemble those for household goods among 
the well-to-do. Among families with incomes 
below $5,000 there is more criticism of buying 
conditions for cars than of buying conditions 
for household goods. Some of this criticism 
comes from people who do not own a car and 
who feel that car ownership will continue to 
be too expensive for them. Expressed inten- 
tions to purchase automobiles remained on a 
high level, though compared with last year 
there are some indications of a slight tendency 
to delay replacement. 

Insofar as attitudes toward spending have 
improved in 1953, the improvement is attrib- 
utable to recent price trends. The proportion 
of people who feel that prices are “too high” 
has declined over the past two years. Also, 
some people consider the present opportune 
for buying durable goods because prices have 
been reduced or because they are attracted by 
clearance sales and discounts. In other cases, 


7 


= 


= 


however, the opinion that prices of durable 
goods will fall in the near future leads to 
hesitation and caution in current spending. 

The relatively favorable judgments about 
current conditions for buying consumer dur- 
able goods must be interpreted jointly with 
the less favorable trends indicated by people’s 
expectations. Past studies by the Survey Re- 
search Center show that people’s economic 
outlook, their feelings about their personal 
financial situation, their views of political de- 
velopments, and their price expectations influ- 
ence their willingness to make major expendi- 
tures. In appraising the changes which are in 
the making in the consumer sector of the 
economy, we must note both the findings that 
(1) American consumers now look into the 
future with less confidence than a year ago 
and (2) that they tend to regard the present 
as a fairly good time to make large, post- 
ponable purchases. 


Can Pronouncements Cause a 
Recession? 

Current public discussion of a “‘psycho- 
recession” raises a basic problem. Can re- 
peated and authoritative announcements that 
a recession is around the corner bring forth a 
recession? It appears that what people are 
told by others, what they read in the papers 
or hear over the radio and television is often 
influential. But most people are not swayed 
easily by hear-say, at least in vital matters in 
which they have personal experiences. The 
attitudes which underlie people’s spending, 
saving, and investment behavior are based on 
their own experiences as well as the news 
which reaches them. As of October 1953 it 
appears that the majority of consumers have 
not accepted the rumors of a “recession 
around the corner’ because of their satisfac- 
tion with their personal progress and with 
stable prices. 


AUTOMATION 


One of the new words heard most frequently at industrial meetings this year was ; 
Automation, referred to as the “second phase of the industrial revolution” involving 
mechanization of brains, in contrast to the first phase which produced the mechanization 
of brawn. As a service to the public the Business Information Bureau of the Cleveland , 
Public Library has devoted the current issue of its BUSINESS INFORMATION 7 
SOURCES to this subject. 

This is an annotated list of references to books, technical papers, reprints, magazine 
articles and special reports grouped under the following headings: 

What is Automation? 

What Will it mean—to workers, to investors, to industrial plant location? 

How Will it Affect Manpower? ( 

How Has it Evolved? 

What Factors Determine its Success? 

Included also are references to examples of automation in practice, such as is the case 
at The Ford Motor Company’s Engine Plant in Cleveland, Ohio and elsewhere. ( 

For a copy, send 10 cents (handling charge) to: ( 


Miss Rose L. Vormelker, Head 
Business Information Bureau 
Cleveland Public Library 
325 Superior Avenue 
Cleveland 14, Ohio 
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and public construction. 


This analysis covers the prospects for expenditures 
on dwellings, plants, equipment, inventories, 


The Outlook for Capital Formation 


N the latest annual report of the National 

Bureau of Economic Research, Dr. Burns 
observed: ‘The gift of prophecy has never 
loomed large in the endowment of economists 
whether lay or professional.” There is a good 
reason for this state of affairs in my mind 
which was well stated by Jusserand as fol- 
lows: “‘Remember this also, and be well per- 
suaded of its truth: the future is not in the 
hands of Fate, but in ours.” That is another 
way of saying that the collective and volun- 
tary decisions of our people influence the out- 
look for business conditions. In the short run, 
these decisions may cumulate to a buying 
spree or to a buyers’ strike and sometimes to 
a fairly stabilized level of activity. For the 
longer term, however, there are some discern- 
ible trends which have decided implications as 
to what lies ahead. Near-term prospects are 
in varying degrees related to longer term pros- 
pects as seen by those making purchase and 
investment decisions. 

The phrase “capital formation” refers prin- 
cipally to that component of Gross National 
Product called Gross Private Domestic In- 
vestment. As we all know, this consists mainly 
of expenditures for new housing, plant and 
equipment, and changes in business inventory. 
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Government construction also will be dis- 
cussed briefly. 

It is my belief that we are in a long-term 
expansionary phase of our national growth 
which is supplemented by rapid technological 
change and a gradual rise in the average 
standard of living. While cyclical swings in 
the rate of expansion are reasonably to be ex- 
pected, they should not be allowed to obscure 
the underlying basic trends. 


Population Growth 


Our population has doubled in 50 years— 
from 75 million in 1900 to 151 million in 
1950. The population of the United States 
is currently increasing over 200,000 people 
a month and even if this rate of gain declines 
moderately, a gain of 2.5 million to 2.0 mil- 
lion appears in prospect for each of the next 
ten years. Because of migrations, this popula- 
tion growth has not occurred evenly through- 
out the United States in the past and different 
rates of growth for different regions may be 
expected for the future. Currently, the most 
rapid growth is occurring along the western 
and southern borders of the country, with 
Michigan also increasing well above average. 
Chart 1 shows 1940-50 percentage changes 
in population, by states. 

In the decade from 1940 to 1950, the 
growth in metropolitan areas in population 
of 22 per cent far exceeded the growth of 6 
per cent for areas outside metropolitan areas, 
and within metropolitan areas the central 
cities grew only 14 per cent as compared with 
36 per cent growth for the outlying parts. 
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CHART 1 


These trends may be expected to continue for 
several reasons, including (1) the relative 
scarcity of land, (2) the costly effects of con- 
gestion within the central cities, and (3) the 
greater accessibility of suburban areas through 
improved transportation and communication. 

Throughout the period of the 1950's, the 
upsurge in population will be greater in terms 


in the United States today. Households in- 
creased about 8 million in the decade of the 
1940’s and are expected to increase another 
8 million in the decade of the 1950's. 

Chart 2 shows the increase in the number 
of nonfarm households and of nonfarm dwell- 


NONFARM HOUSEHOLDS AND DWELLINGS 


of children and people past 65 than in terms Millieas 
of those 18 to 65. As a consequence of the . 
lower birth rates of the 1930’s, there will be Le, 7 
little or no change in the number of young 7} 
adults in this decade. After 1960, this situa- y) 
tion will change as the children of the 1940’s a G — 
come of age and provide a rapid increase in P Z Ns 
the numbers of people in the normal working y G 
ages. 2 Z 2 
Households and the Number of 
The basic unit of consumer demand is the 
CHART 2 


household, of which there are some 45 million 
10 
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ing units started by decades beginning with 
1900. For each of the first three decades, the 
number of dwelling units started slightly ex- 
ceeded the increase in the number of house- 
holds because of the normal destruction and 
abandonment of the older dwelling units. In 
the decades of the 1930’s and 1940’s, because 
of depression and war, the reverse was true 
with a consequent doubling-up of population 
and an increase in average age for all housing. 
The projection shown for the current decade 
again has a moderate increase in the number 
of dwelling units started over the increase in 
households which would not, however, offset 
to any substantial degree the under-construc- 
tion of the previous two decades. 

An average of about 1.2 million new dwell- 
ing units per year will have been constructed 
in the first four years of this decade which 
would leave an average of nearly .9 million for 
the remaining six years of the decade. This 
would still exceed the average rate for any 
previous decade by a substantial degree. 

Part of the new housing construction will 
be in existing cities and probably a substantial 
proportion will create new communities in 
undeveloped suburban areas. To the extent 
that new communities are being created, there 
will be a tremendous corollary requirement for 
roads, schools, and commercial construction. 
Much new industrial construction is being 
located in suburban areas where the initial 
labor supply is drawn from surrounding ter- 
ritory with the workers commuting by car and 
bus. This in turn will cause new housing de- 
velopments to be created in the near vicinity 
of the new places of employment. 

The result of (i) increasing population, (2) 
migrations as between regions and within all 
regions, (3) the trend to the suburbs and 
(4) the improvement in the standard of living 
will be an average rate of growth in new hous- 
ing for the rest of the decade well above the 
record for all except a few recent years. These 
factors also will have marked effects on all 
other forms of capital formation as well as on 
housing. 
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Plant and Equipment Expenditure 

This is the largest segment of capital for- 
mation and currently represents about 7% 
per cent of our Gross National Product. Chart 
3 shows that in the period of the 1920's, this 
segment averaged about 9 per cent for 1923 
through 1930 of Gross National Product. The 
relationship was hardly more than 5 per cent 
from 1931 through 1945 and since then has 
been about 714 per cent. Two important im- 
plications of this chart are: (1) there was 
underconstruction for a period of some 15 
years; and (2) expenditures of this nature 
since World War II have not been abnormally 
high. 

The total value of plant and equipment has 
been estimated at approximately $175 bil- 
lion. Considering that the long-term rate of 
growth of Gross National Product (in con- 
stant dollars) is perhaps 3 per cent to 3% 
per cent per year, normal average expansion 
would call for investment of $5 billion to $6 
billion in plant and equipment for growth. To 
this must be added an amount for depreciation 
and damage which, including the effect of the 
higher cost involved in replacing plant car- 
ried on the books at prewar prices, is esti- 
mated at about $18 million a year and an- 
other amount for obsolescence. According to 
the American Society of Tool Engineers, 
about 28 per cent of industrial production 
equipment and manufacturing processes are 
obsolete. 


The Implications of Technological 
Progress 

The funds being spent for research have 
increased from $7 to almost $11 per thousand 
dollars of Gross National Product from 1941 
to 1952 or over 50 per cent. Although a large 
part of this relative increase in research ex- 
penditures is associated with defense projects, 
much of it, nevertheless, is contributing to the 
development of new products, improvement 
of old products and the lowering of cost for 
production of most products. Technological 
progress has been at a fast rate in the past 
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decade and all indications are that it is ac- 
celerating rather than reaching a plateau or 
declining. 

The implications of this, of course, are that 
expenditures for new plant and equipment, for 
new products, and for modernization of facili- 
ties for existing products will maintain an 
average high level for many years to come in 
our competitive economy where the penalties 
are heavy for producers who allow their prod- 
ucts and their processes of production to be- 
come obsolete. According to the Business 
Plans report of McGraw-Hill, “About 85 per 
cent of manufacturing firms have a policy of 
spending all their depreciation allowance for 
plant and equipment, and they expect to con- 
tinue that policy.” 


Probable Fluctuations in Plant and 
Equipment Expenditures 


Chart 3 suggests that as total Gross Na- 
tional Product rises or falls with boom times 
or recessions, so also there are related fluctua- 
tions in expenditures for plant and equipment. 


NEW PLANT AND EQUIPMENT EXPENDITURES 
AS PERCENT OF GROSS NATIONAL PRODUCT 
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CHART 3 


If we assume that there is no reasonable pros- 
pect of a repetition of the Great Depression 
at any time in the foreseeable future, and a 
second assumption that there will be periods 
of readjustment ranging in severity from the 
mild recession of 1949 to the depression of 
1921, we can anticipate fluctuations in ex- 
penditures for new plant and equipment in 
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the range of 15 per cent to 30 per cent as 
between peak and valley years. 

There is a natural question as to what ef- 
fect a large cutback in the defense program 
would have on the plant and equipment pro- 
gram. Would a big cutback in requirements 
lead to an excess of capacity in many indus- 
tries and defer the need for additional invest- 
ment? 

If the cutback were sudden and drastic, 
and if the plant and equipment concerned 
were largely released by the military, as oc- 
curred following the end of the war with 
Japan, the problem of readjustment would 
probably be substantial. 

Another, and presently the most likely pros- 
pect, is that the cutbacks will be gradual and 
will be absorbed without major repercussions. 
Much of the specialized capacities for war 
material may be expected to be retained in 
reserve status. The prospect of military cut- 
backs thus would not appear to present a 
serious threat in the outlook for industrial 
expenditures for plant and equipment. 


The Outlook for Other Construction 


While not included in gross private domes- 
tic investment, it is worth while to consider 
briefly Government construction. Construc- 
tion by the Federal Government is affected 
substantially by decisions as to the atomic 
energy program, both for war and peacetime 
uses. It seems clear that futher large construc- 
tion in this area is indicated. 

At the state and municipal level we need 
highways, schools, public buildings, and hos- 
pitals; and construction activity in these aréas 
may reasonably be expected to expand to 
higher levels in the years immediately ahead. 

Chart 4 shows expenditures for highway 
construction related to car mileage. The cur- 
rent rate is not excessive by historical stand- 
ards and a gopd case could be made out that 
if anything, highway construction is lagging 
behind the in¢rease in the number of cars on 
the road and/in average mileage per car per 
year. This is/one more item of evidence that 
we have no¥ over-built in the postwar years 
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VOLUME OF HIGHWAY CONSTRUCTION 
PER 1,000 VEHICLE MILES 
Expenditures im 195 Dollars 
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and that no period of readjustment is neces- 
sary to absorb the construction of recent 
years. 


The Prospects for Inventory Changes 

Net changes in business inventories are an 
important and relatively volatile segment of 
gross private domestic investment. They are 
influenced both by changes in physical volume 
and by changes in price levels. 

Total business inventories at the end of the 
third quarter were at the record high level 
of about $79 billion. Business inventories in 
relation to sales, although slightly below the 
1951 and 1952 peaks, were also abnormally 
large. The high current level of inventories, 
the ending of material shortages, and reduc- 
tions in manufacturers’ new orders have large- 
ly eliminated incentives for further voluntary 
accumulations of inventories. Some reduction 
in inventories appears to be in prospect over 
the near-term but over a longer period, they 
may be expected to have an upward trend. 


Outlook for New Plant and 
Equipment Outlays 

The McGraw-Hill study entitled “Business 
Plans for New Plant and Equipment 1953- 
1956,” published this last summer, sum- 
marized its findings as follows: “Business men 
plan to increase manufacturing capacity by 
16 per cent between now and 1956. By 1956, 
they also expect sales to increase by 10 per 
cent.” 

The McGraw-Hill Publishing Company 
. preliminary survey has been released and the 
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F. W. Dodge Corporation and the Depart- 
ment of Commerce annual surveys as to the 
outlook for construction are due for publica- 
tion in the near future. These surveys present 
as good a picture as can be secured at this 
time as to the outlook for 1954. 

I shall not comment on them except to say 
that nothing better exists and also to point out 
that these surveys measure present intentions. 
Whether these intentions will be adhered to 
if and when a mark-down in business activity 
occurs in some future years is an interesting 
speculation. Because it is possible to defer 
and stretch out construction plans up to the 
point of the signing of contracts, some caution 
is warranted in the degree of reliance placed 
on such evidence. 


Summary 


1. There is an apparent continuing need for 
new housing at an average of about 900,000 
to a million units a year during the remainder 
of this decade to take care of growth, migra- 
tion and replacements. 

2. Construction of plant and equipment is 
fostered not only by a rising population and 
higher standard of living, but by technological 
change. Research and development expendi- 
tures are on the rise and lead to new and im- 
proved products as well as cheaper ways of 
manufacturing. The net effect is a strong sus- 
taining demand for new plant and equipment. 

3. Construction by governments of high- 
ways, schools, public buildings and hospitals 
appears to be on a rising trend and should 
achieve new and higher levels of expenditures 
over the remaining years of this decade. 

4. The whole level of capital formation 
may be expected to have an upward trend 
and to fluctuate around this trend with 
changes in intensity of business activity. For 
the near-term, the annual surveys of McGraw- 
Hill, the F. W. Dodge Corporation and the 
Department of Chmmerce constitute the best 
available estimate’. 

5. As an over-all picture, the prospect is 
for growth—on tke average—and maturity of 
our economy is nstt in sight. 
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The prospects for outlays on new plants and equipment, analyzed t 
| by size of firm and type of industry 5 
t 
The Outlook for 
Capital Expendi 
apital Expenditures , 
a 
I 
Robert P. Ulin th 
T 
in 
LANS for capital expenditures in 1954 are of ten points in the index of industrial pro- de 
higher than most economists had dared to duction, is a very important factor in the ti 
hope for earlier in 1953. The survey made by general business outlook. It represents a ch 
McGraw-Hill in October shows that manu- change in the typical behavior of the indus- he 
facturing industries now plan to spend within trial firm, since as recently as 1949, manufac- gc 
8 per cent of their record 1953 investment, turing firms were quick to cut back on invest- 
and that for manufacturing, mining, and util- ment plans at the first sign of recession. There hi 
ities as a group, spending may come within will, of course, be some changes in the plans tic 
5 percent of 1953. Thus, total business invest- of various companies, in line with business re 
ment in new plants and equipment may well developments. But it now seems very unlikely th 
continue higher than in any year up to 1953, that there will be a drastic decline in invest- be 
which represented the extraordinary peak of ment expenditures as a whole during 1954. 
the defense boom. The reason is that so much of the invest- Te 
These figures have been a surprise to most ment now scheduled for 1954 is on a firm sp 
economists. But they are actually pretty close basis that has been carefully planned for a ne 
to what business firms have been budgeting definite purpose. In our recent survey, definite ve 


right along. In the case of firms that make a 
practice of long-term capital budgeting, re- 
turns on the latest McGraw-Hill survey show 
that present plans for 1954 are generally 
within 10 per cent of earlier plans for 1954, 
as reported by these same firms back in Feb- 
ruary, 1953. 


No Drastic Decline 


The fact that business is sticking to its in- 
vestment plans, in this way, after a decline 
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capital budgets were much more prevalent 
than was the case se,__.] years ago. The num- 
ber of haphazard est _tes that might be sub- 
ject to drastic revision was much less. It is a 
development of highest importance that over 
80 per cent of all manufacturing plants now 
have some capital expenditure plans for more 
than a year ahead, and that many are plan- 
ning as much as five years ahead. This type of 
planning must exercise a stabilizing influence 
on capital expenditures. 

Generally speaking, the firmest plans have 
been those of the big companies, the industry 
leaders. It is these companies that account 
for the bulk of capital spending. Only 40 
per cent of the manufacturing companies par- 
ticipating in our recent survey plan to main- 
tain or raise capital expenditures in 1954. But 
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these are mostly the larger companies. And 
some of the very largest are raising expendi- 
tures substantially. This is the main support 
for capital investment. 


Favorable and Unfavorable 
Factors 


Now let us look at the capital expenditure 


programs in more detail. First, why is there 


a decline in plans overall? Why any decline? 
In manufacturing, this is mostly related to 
the completion of defense expansion programs. 
There is no evidence of widespread cutbacks 
in anticipation of a business recession. The 
decline is mostly in plans for new construc- 
tion and the expansion of capacity. It is 
chiefly in industries like steel, aluminum, and 
heavy chemicals that have met their defense 
goals. 

Next—what are the reasons for continued 
high level spending in other industries, par- 
ticularly in consumer lines? What are the 
reasons for continued investment at a level 
that many economists have thought could not 
be sustained ? 

New products appear to be the principal 
reason behind plans for high-level capital 
spending in 1954. This includes completely 
new products, more capacity for recently de- 
veloped growth products, and the expansion or 


diversification of existing preduct lines. Big 
companies particularly. are planning to diversi- 
fy their manufacturing facilities, either by 
bringing out completely news items, or by 
crossing over into other industrial fields with 
good growth prospects. The industries which 
are outstanding in this regard are automobiles, 
machinery, electrical machinery, and food 


processing. 
4 


Investing to Improve Competitive 
Position 


In brief, we have a situation where—despite 
some drop in manufacturers’ sales and new 
orders—investment is being well sustained by 
the rapid development of new products, the 
desire to enter new fields and, of course, the 
ever-present drive to cut operating costs. In 
all these ways, business firms are reacting to 
the threat of a recession by investing in ways 
that will improve competitive position—not 
by cutting back sharply on investment. 
Whether this trend will continue as the com- 
petitive struggle becomes tougher and results 
in some financial casualties is a question that 
cannot yet be answered. But, for the immedi- 
ate outlook, the willingness of business in gen- 
eral to go ahead, with substantial investment 
plans, is a most encouraging factor. 


VENTURE CAPITAL FOR UNIVERSITIES 
There is no phase of a free enterprise system where the need for venture capital is 


more important than it is in a university. 


The danger of supervision by a bureau- 


cratic government is greater in a major educational center than it is in a business. One 
can devise accounting systems to indicate the solvency of a business at least once in 
each fiscal year, but the health of a university and the profit derived from it may not 
be clearly apparent until after the lives of even its latest graduates have run their span. 
The prosperity of this nation, and its leadership in science and technology, are an evi- 
dence that university teachers and research workers of a generation or more ago had 
some venture capital and that they invested it wisely. The verdict as to whether funds 
made available to universities in the 1950’s are adequate, and whether they are being 
spent wisely, in many cases may not be truly spoken until the end of the twentieth 


century or later. 


—President Robert G. Sproul of the University of Cali- 


fornia, in the California Monthly, June-July, 1953. 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—The decline, 
first evident in August, continued through the fall months and may well extend into the spring of 
the year. Since wages and praces have been stable, the decline is in business activity. 
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MICHIGAN BANK DEBITS 
12 CITIES — UPPER PENINSULA 
(ADJUSTED FOR SEASONAL VARIATION ) 
1947 1948 1949 1950 1951 1952 1953 1954 
UPPER PENINSULA BANK DEBITS—Again there is no sign of lowered activity in the Upper a 
Peninsula. The decline is limited to industrial areas of the State. a 
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POWER CONSUMPTION-—Industrial power declined in about the same degree as Bank Debits, " 
indicating the industrial origin of the decline in activity. 
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MICHIGAN EMPLOYMENT-There was a continued decline in industrial employment as well 
as a further drop in average hours worked per week. 
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the nation’s economy 


The prospects for governmental expenditures, tax receipts, 
deficits, and the impact of governmental finances on 


The Fiscal Outlook 


N the current discussion of the business out- 
look, much weight is given to prospective 
changes in the Federal budget. Some look 
forward to tax cuts and expect that they will 
stimulate investment and consumer demand. 
Others expect a decline in public expenditures 
and fear that this will depress markets. 
Others argue that the primary condition for 
a sound economy is the reduction of both 
public expenditures and taxes, and the 
achievement of balance in the federal budget 
at a lower level. The primary purpose of this 
report is to consider what budget develop- 
ments are /ikely to occur, not what ought to 
occur, and to appraise the significance of 
likely developments for the economic outlook. 
By way of introduction, a word may be 
said about the nature of budget forecasting. 
In some respects, the budget may be looked 
upon as a political matter and not predictable 
in economic terms. A new Korea, a major war, 
or an internal collapse in Russia, all would 
result in budgetary developments so drastic as 
to dominate the economic outlook. Yet, the 
economist has no way of predicting such 
events. Also, there are a number of lesser un- 
certainties—such as the politics of tax legis- 
lation—which the economic analyst can not 
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predict. All that we can do is to use our judg- 
ment and state our assumptions clearly. 

At the same time, it would be wrong to 
say that the budget outlook is entirely a polit- 
ical matter. There are important areas in 
which economic prediction is possible. On the 
revenue side, we can predict what yield will 
be obtained from a given tax law. This yield 
depends upon the size and structure of the 
tax base, and the tax base in turn depends 
upon economic conditions. 

A similar relation applies on the expendi- 
ture side. Outlays under certain programs, 
such as agricultural support payments or un- 
employment benefits, will depend upon busi- 
ness conditions. 


Expenditure Outlook 


Table 1 brings out the facts of life with 
regard to Federal expenditures. The most im- 
portant fact is that $50 billion, or 70 per cent 
of the total, belong to the category of “major 
national security items.” Only $22.1 billion 
are outside the security field. 

This amount of $22.1 billion is divided into 
two parts. The larger part (or $14.7 billion) 
goes to pay for major programs under existing 
legislation, including $6.6 billion for interest 
on public debt, $3.2 billion for Veterans pro- 
grams, $1.5 billion for agricultural price sup- 
port, $1.4 billion for grants to States, and $2.0 
billion for various other programs. 

Substantial changes in these programs re- 
quire legislative action, and are not within the 
range of administrative economies. On some 
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items, even legislative changes are hardly pos- 
sible, as for instance in the case of interest 
and retirement payments. 

In other areas, legislative changes could be 
made, but a realistic appraisal of the situation 
suggests that no major scaling down will oc- 
cur. 

Nor does it seem likely that substantial re- 
ductions will occur in the category of “other”’ 
expenditures, amounting to $7.5 billion, and 


Defense Expenditures 

In view of all this, it is evident that the 
expenditure outlook is determined very large- 
ly by what will happen to national security 
expenditures. And this outlook is highly con- 
jectural at this point. 

In Table 2 you find a summary picture of 
how the defense program has developed since 
Korea, and where we stand now. National de- 
fense expenditures, which have been close to 


TABLE 1 
Analysis Indicating Controllability of Budget Expenditures 
(In billions) 
Fiscal Years 
Major National Security Items 1950 1953 1954 
(Actual) (Actual) (Estimate) 
Department of Defense . .......+2.-. $11.9 $43.7 $41.7 
Mutual Security Progvém . . 3.7 5.5 6.0 
Atomic Energy Commission . ........ 6 18 2.3 
Relatively Uncontrollable Major Programs Under 
Existing Legislation 
Interest on the public debt . . . . ...... $ 5.8 $ 6.6 $ 6.6 
Agricultural price support .......... 17 1.9 1.5 
Grants to States for public assistance . . . . .. 1.1 1.3 14 
Payments to Railroad Retirement Fund ee 6 P 7 
Federal-aid highway grants ......... 4 5 S$ 
Total Budget Expenditures . . . $40.1 $74.6 $72.1 


Source: Review of the 1954 Budget, Bureau of the Budget, August 27, 1953. 


including $800 million for “general govern- 
ment.” Some reductions have been made in 
the revised August estimates, as compared to 
the estimates of the outgoing administration, 
and the policies of the new administration 
will not be reflected fully when the budget 
for fiscal ’55 is available. However, it is quite 
unlikely that curtailments in administrative 
expenditures will make for a major change in 
the budget picture. Such actual reductions as 
may be made (and not all apparent reduction 
in budget figures are actual) will be more 
likely in hundreds of millions rather than in 
billions. 
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$90 billion in fiscal °44, declined to $16.4 
billion in fiscal ’48 and to $17.8 billion in 
fiscal 50. The postwar expansion began in the 
last quarter of calendar year 1950. By the 
second quarter of calendar year 1952, a peak 
of $53.6 billion was reached. Since then, ex- 
penditures have continued at approximately 
that level, the current rate being somewhat 
below $53 billion. 

It is difficult to predict as yet how far 
reaching a change in this program will be 
made by the Eisenhower Administration. As 
shown in Table 2, budget expenditures for 
national security are now estimated at $52.0 
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billion for the current fiscal year, as against 
a January (Truman) estimate of $57.5 bil- 
lion. 

It must be noted that these adjustments do 
not as yet fully reflect possible major changes 
in defense policy by the new Administration. 
Some factors in the picture point towards a 
lower level of expenditures. Cessation of hos- 
tilities in Korea might have reduced extreme 
pressures, and the new Administration has 
taken office with more or less of a commit- 
ment to reduce taxes and to balance the 
budget, while providing adequate defense. 


official statements suggest that defense policy 
is to be redefined in terms of a longer range 
program, rather than in tems of early target 
dates. 

Working in the other direction, however, 
are the hydrogen bomb developments of recent 
months and the apparently bleak outlook for 
a successful settlement in Korea. 

Considering these and other uncertainties, it 
seems reasonable to expect that total (na- 
tional security and other) budget expendi- 
tures for Fiscal 1955 will lie at the most $4 
billion below ’54 levels. This, of course, as- 


Since “adequate defense” is not a clear-cut sumes that there will be no deterioration in 
concept, these commitments may well press the international scene, which is by no means 
in the direction of a reduced program. Also, certain. 


TABLE 2 


Federal Budget Expenditures for National Security 
(In billions) 


‘ Fiscal Years 
Truman = 
ms 19511 19521 19531 1954 August 
Budget Review 
Defense Department? 
Total $19.2 $38.1 $43.6 $45.4 $41.7 
. Mutual Security 
Economic assistance . ..... $ 2.9 22 $ 1.7 
Military assistance . ..... 9 2.2 3.8 
$ 4.5 $ 5.5 $ 7.4 $ 6.0 
ul Atomic Energy Commission ... . $ 9 $ 1.6 $ 1.8 $297 $ 2.3 
1 2.1 2.1 1.9 2.0 2.0 
$46.3 $52.8 $57.5 $52.0 


1 Actual. Daily Treasury Statement Basis. 


2 Includes military expenditures only. 
3 Includes stockpiling, selective service system, Federal Civil Defense, Administration and so forth. 


4 Exceeds total major national security items in Table 1 by “other” items. 


TABLE 3 
Scheduled Tax Reduction and Estimated Revenue Loss | 
(In billions) 
Date of Fiscal Years 
Type of Cut Cut 1954 1955 
Repeal of excess profits tax .. Dec. 31, 1953 $— $1.6 
10% reduction in Personal income tax Dec. 31, 1953 1.1 3.3 | 
5 point reduction in rr agen tax Apr. 30, 1954 — 2.0 
Reduction in excises . Apr. 30, 1954 eZ 1.0 
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not act on the matter, but chances are that 


y 
. Revenue Outlook the Administration will again propose post- 
t The revenue picture is complicated by the poning the April reductions. 
fact that the present law provides for certain A further element of uncertainty arises 
’ tax reductions which are to go into effect with regard to O.A.S.I. contributions which 
t automatically at the end of 1953 and on April are scheduled to increase from 114 to 2 per 
r 30, 1954. These reductions and the ensuing cent (on employer and employee each) as 
cuts ir revenue, are shown in Table 3. of January 1, 1954. The President, in his 
t The Administration has indicated repeat- July statement, recommended against this in- 
. edly that the reductions scheduled for the end crease and it is likely that the increase will 
- of this calendar year should be permitted to be postponed when Congress meets in Jan- 
4 go into effect. These include repeal of the uary. 
- excess profits tax and a reduction in personal The revenue outlook is summarized in 
n 
TABLE 4 
Estimated Budget Receipts Based on Various Assumptions 
(In billions) 
Fiscal Years 
Present Alternative 
Actual Law Assumption 
1953 1954 1955 1954 1955 
(1) (2) (3) (4) (5) 
Personal income tax ....... $32.5 $34.0 $31.5 $34.0 $31.0 
Estate and gift taxes . ...... : 9 9 9 9 
Corporation income tax ...... 20.0 20.0 17.0 20.0 18.5 
Excess profits tax ........ : 1.6 -- 1.6 — 
a eee 10.0 10.0 9.2 10.2 10.2 
Employment taxes! ......-. 5.5 6.0 5.0 5.0 
Miscellaneous receipts. . .... . 2.0 aa 2.0 
$72.5 $75.7 $67.2 $75.4 $68.2 
Deduct: 
Appropriation toO.ASI.... . $ 4.1 $ 4.5 $ 5.0 $ 4.0 $ 4.0 
2.9 3.0 2.9 3.0 
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Total budget receipts, met ..... $65.2 


income tax rates by approximately 10 per- 
cent. For Fiscal ’54, the resulting loss of rev- 
enue is estimated at slightly above $1 billion; 
but on a full year basis, that is for Fiscal ’55, 
the revenue loss will be close to $5 billion. 
Further reductions, scheduled for April 30, 
1954, include a cut in the regular corporation 
income tax from 52 to 47 per cent, and dis- 
continuation of certain increases in excise 
rates enacted in 1951. Revenue losses from 
these reductions would not be felt significantly 
during Fiscal ’54, but would amount to $3 
billion on the full year (’55) basis. The Presi- 
dent, in his tax program of last July, recom- 
mended that these April reductions be post- 
poned, pending further study. Congress did 


1954 


$68.3 $59.2 $68.5 $61.2 


Table 4. Columns (2) and (3) give the out- 
look for Fiscal ’54 and ’55 on the assumption 
that all changes provided for by present law 
will go into effect. On this basis, net budget 
receipts for Fiscal ’54 are estimated at $68.3 
billion, this being the official estimate of the 
August Review. 

My estimate for ’55 shows total receipts of 
about $59 billion. This estimate allows for 
moderate downward adjustment in corpora- 
tion profits, but holds personal income and 
consumer expeiditures approximately con- 
stant. The bulk of revenue loss reflects the 
reduction in tax rates. 

In columns (4) and (5) the same estimates 
are repeated on the more realistic assumption 
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that the April reductions will not go into 
effect, but that structural changes in the per- 
sonal and corporation income tax will be made 
which result in a revenue loss of, say, $1 bil- 
lion. On this basis, net budget receipts for 
Fiscal 54 are estimated at $68.5 billion, and 
those for ’55 are estimated at $61.2 billion. 


Outlook for Budgetary Balance 


These revenue and expenditure prospects 
are combined in the upper part of Table 5. 
(The cash deficit, shown in the lower part of 
the Table is considered later on.) 

Column (2) shows a prospective budget 


poned, but $1 billion is lost in structural in- 
come tax changes) the prospective budget 
deficit is somewhat below $7 billion. As noted 
before, this may well be the more realistic 
estimate. 


Significance of Budget Outlook 


Let us consider now what these budget 
prospects mean for the business outlook. Will 
budget developments add to or detract from 
markets, and how significant a factor will they 
be? 

The relationship between budget policy and 
the level of expenditures, or the size of mar- 


TABLE 5 
Summary of Fiscal Outlook 
(In billions) 
Fiscal Years 
Estimate: 
i! Estimate: Alternative 
af Actual Present Law Assumption 
1953 1954! 19552 19542 19552 
(1) (2) (3) (4) (5S) 
A. Budget Basis 
» Expenditures ......4.-. $ 74.6 $ 72.1 $ 68.0 $ 72.1 $ 68.0 
B. Cash Basis 
$ 76.6 $ 75.5 $ 71.5 $ 75.5 $ 71.5 
«Be 71.4 75.1 66.5 74.8 67.5 
$52 $5S $50 $40 


1 August 53 Budget Review 
2 My estimates; see Tables 1 and 4. 


deficit of $3.8 billion for the current fiscal 
year. This is the official estimate of the August 
Review and assumes that all the scheduled 
changes in tax rates will go into effect. Col- 
umn (4) shows that the deficit for ’54 would 
be but slightly less if the April reductions 
were postponed. 

My estimate for fiscal ’55 is based on what 
seems to me the outside assumption of an 
over-all reduction in expenditures of $4 bil- 
lion. On this basis, I arrive at a deficit of $8.5 
billion, provided that all scheduled reductions 
go into effect. 

Using the alternative revenue assumption 
(according to which the April reduction and 
the increase in pay roll tax rates are post- 
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kets, is twofold. First, there is the fact that 
the government, by purchasing goods and 
services in the market, directly adds to the 
demand for current output. Second, there is 
the fact that budget operations affect the level 
of private demand. Public expenditures add to 
disposable incomes and taxes reduce dispus- 
able income of households and firms; and as 
disposable incomes rise or fall, private ex- 
penditures (especially on consumption) are 
likely to rise or fall as well. 

Moreover, changes in tax rates may affect 
private incentives to invest by altering the 
profitability of investment. All these relation- 
ships must be taken into account in assessing 
the net effect of changes in budget policy. 
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Government Purchases of Goods 
and Services 
Goods and services expenditures of the Fed- 
eral government, as shown in Table 6, ran at 
an annual rate of between $57 and $59 billion 
during the first three quarters of 1953. If the 


TABLE 6 


Government Expenditures for Goods and 
Services and G.NP. 


(In billions) 
Government Purchases 
State 
Calendar and Total 
Year G.N.P. Federal Local 
1948... $259.0 $21.0 $156 $36.6 
a 286.8 22.0 19.9 42.0 
ee 329.8 41.1 218 62.0 
348.0 54.2 23.4 77.5 
| 369.0 58.0 25.0 82.5 
1952*: Iq. . 340.0 51.0 23.1 74.1 
2q .. 345.1 54.7 23.0 77.7 
345.3 54.6 23.2 778 
4q... 361.1 564 24.0 80.4 
1953*: Iq .. 362.6 57.4 24.9 82.4 
2q... 3724 589 246 83.5 
— 371.0 57.0 25.0 82.0 
* Seasonally adjusted annual rates. 
1 My estimate. 


estimates of the August Review are correct, 
we must expect the rate during the first two 
quarters of 1954 to continue at $55 billion or 
more. A reduction in military expenditures of 
perhaps $3 billion may be expected in the 
course of fiscal ’55. Other expenditures, as 
noted before, are not likely to fall by more 
than $1 billion. On this basis, the annual rate 
of Federal purchases might decline to, say, 
$54 billion by the last quarter of calendar 
year 1954 and to $52 billion by the second 
quarter of calendar year 1955. 

At the same time, there is reason to antici- 
pate an increase in goods and service expendi- 
tures by state and local governments. As 
shown in Table 6, such expenditures have in- 
creased steadily during recent years, reflecting 
a continued backlog of construction needs and 
an improved ability to meet such needs. This 
increase might be expected to continue at an 
annual rate of $1 billion or more. 


Outlook for Public Expenditures 


Combining the various levels of govern- 
ment, we may anticipate a decline in the 


1954 


annual rate of public goods and services ex- 
penditures from about $82 billion in the third 
quarter of 1953 to, say, $80 billion by the 
second quarter of 1954 and $78 billion by the 
second quarter of calendar year 1955. 

Whatever the precise figures turn out to be, 
it seems fairly clear that no drastic downturn 
in total goods and service expenditures of gov- 
ernment is in the cards for the time being. 
While there may be structural changes in the 
composition of public purchases, with impor- 
tant effects on certain firms or industries, total 
public purchases will continue at a high level 
for some time to come. 

Most certainly, we shall not be confronted 
in the near future with a problem faintly re- 
sembling the scale of budgetary curtailment 
following World War II. 

Moreover, the adjustment will be compara- 
tively slight even if a somewhat longer view 
is taken. At the close of World War II, goods 
and service expenditures of government de- 
clined from about $100 billion in calendar 
year 1945 to slightly above $30 billion in ’46. 
As a percentage of gross national product, 
goods and service expenditures dropped from 
about 45 per cent to about 15 per cent. 

The prospective decline in the next two 
years may be from $82 to $78 billion; rela- 
tive to the gross national product for 1953, 
this would be a decline from 22 to 21 per cent. 
Not only is the present ratio of government 
purchases to gross national product much 
lower than it was in 1945, but it is also un- 
likely that we shall return to as low a level 
of defense expenditures as we did in 1946. 

While these are important considerations, 
it remains possible that a relatively small de- 
cline in public purchases in the years ahead 
might pose a serious problem even though the 
much larger decline in 1946 did not. We do 
not have at this time a tremendous store of 
backlog demand to fill the breach. 


The Deficit 


When and how will the budget be balanced? 
The goal of a balanced budget has been one 
of the main tenets of the Administration, and 
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it is certainly a major factor in fiscal thinking. 
Leaving aside the politics of the matter (and, 
I am afraid, politics is a major consideration 
on both sides of the fence) let me consider 
briefly what this objective implies. 

One aspect is what might be called the 
discipline function of a balanced budget. If 
the budget is balanced, and public services are 
paid for out of taxes, the public is made aware 
of the cost involved in such services. This will 
induce them to take interest in efficient budget 
planning, and will help in avoiding waste. Jn 
this sense, the goal of a balanced budget is a 
reasonable and a sound objective. 

But there is another aspect of the matter, 
which has more immediate relation to our 
present discussion. With any given level of 
expenditures, the effect of the budget will be 
the less inflationary (or the more deflation- 
ary) the more taxes are collected. From this 
point of view, sound fiscal policy requires a 
relatively high level of taxation and a budget 
surplus in periods of inflation, and a relatively 
low level of taxation and a deficit in periods 
of deflation. 

As far as this aspect is concerned, there is 
no particular merit in a balanced budget. Eco- 
nomic conditions may happen to be such as to 
require that the budget be balanced; but more 
likely than not a deficit or a surplus will be 
in order at any one time. 

I shall not attempt now to reconcile these 
two aspects, but I would like to suggest that 
the very definition of a balanced budget de- 
pends on which of these two considerations we 
have in mind. If you deal with the discipline 
aspect of the matter, the conventional concept 
of budget deficit or surplus—based on the so- 
called administrative budget—is not too bad 
a guide. This is the concept which underlies 
the upper part of Table 5 and our earlier dis- 
cussion. 

But when we deal with the inflationary or 
deflationary effects of budget policy, this con- 
cept has serious shortcomings. In this case, we 
are closer to what we want if we consider the 
budget on a cash basis. This is shown in the 
lower part of Table 5S. 
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The Cash Budget 


The main differences between the two ap- 
proaches are (1) the cash budget is more com- 
prehensive in that net expenditures by trust 
accounts are included; and (2) the cash budg- 
et includes payments by and to the public 
only, while excluding internal bookkeeping 
transactions and intergovernmental transfers, 
Thus, receipts under the O.A.S.I., which are 
credited to the reserve account, are included 
as receipts under the cash approach. But they 
are not counted in the administrative budget 
because a debt certificate must be issued to 
the Trust Account. This factor alone reduces 
the cash deficit by about $4 billion below 
that of the budget deficit. At the same time, 
certain non-cash expenditures (such as accru- 
al of interest on E bonds) are not counted in 
the cash budget, but are included as expendi- 
tures in the administrative budget. 

Comparison of the two approaches on Table 
5 shows that the 1954 budget will be nearly 
balanced on a cash basis, the estimated cash 
deficit being $500 million, as against $3.8 
billion on the budget basis. However, the esti- 
mated cash deficit for Fiscal ’55 remains sub- 
stantial. Estimated here at $4 billion, this 
cash deficit would be approximately similar to 
that for Fiscal ’53. 


The Effect of These Deficits 

What will be the significance of these defi- 
cits? As a matter of direction, they will make 
for a more inflationary or, if you prefer, less 
deflationary state of economic activity. 

But how strong an inflationary factor will 
a $4 billion deficit be? The power of a $4 
billion deficit in a $375 billion economy 
should not be overestimated. While each dol- 
lar of deficit may be expected to generate 
somewhat more than a dollar’s worth of de- 
mand ,the amount involved is relatively small. 
The deficit will be a factor in the pate but 
it will hardly be decisive. 

As shown in Table 7, the significance of 
the state of the budget is not all-important. 
Substantial periods of cash surplus have co- 
incided in the postwar years with distinct in- 
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flation (1947 and 1948), whereas a sharp 
turn to cash deficit has coincided with a bud- 
ding recession (1949). 


Currently, a considerable cash deficit co- 
incides with relative price level stability. If 
we assume that there will be some slight 
tendencies for recession in 1954, the indicated 
magnitude of deficit will more likely he a 


TABLE 7 

Budgetary Balance and Change in Price Level wholesome rather than a harmful factor in 
Federal Cash Wenenabans the picture. But it will hardly be a main 

Calendar _— Deficit (—) or Change in cause of economic change. 
Year oe — In all, I reach the conclusion that the weight 
of budgetary transactions in the economic 
scene will undergo no drastic change in the 
1948 +8,027 + 75 near-term future. Decisive changes in the eco- 
aad Pig + : nomic picture, if they are going to occur, will 
1951 have to originate primarily from the private 

1953 (Est.) —4,500 + 8 sector. 


With Projections to 1975 
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| 1910-53 ESTIMATES AND 1953-75 PROJECTIONS FROM CENSUS BUREAU 


From a population of less than 4,000,000 at the time the Constitution was adopted, 
the United States had grown to a nation of 160,000,000 people in midyear 1953. Twenty 
years ago when economic conditions were poor and families discouraged about the fu- 
| ture, many people thought this country would never have as many people as it now has. 

Today, however, with a very low death rate and a medium birth rate, more than 
2,000,000 people are being added to the population each year and the prospect is that 
by 1975 there will be 200,000,000 or more Americans. 


—U. S. Department of Commerce 
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| The coming issue in collective bargaining—its 


nature, problems, and possibilities 


The Guaranteed Annual Wage 


F all the labor relations issues which 

achieved headline significance since World 
War II, none appeared as controversial as the 
proposal for a guaranteed annual wage. The 
race between wage rates and the cost of living 
produced the “escalator clause.” Security con- 
sciousness of wage earners coupled with the 
generally recognized inadequate old age social 
security benefits led to industry and collective 
bargaining retirement pensions. ““The improve- 
ment factor” linked wages rates and produc- 
tivity in many industries. Ana a growing list 
of “fringe items” included vacations with pay, 
paid holidays, sickness pay, and several types 
of medical benefits. 

The guaranteed wage is said to represent 
the next major objective of the unions in col- 
lective bargaining. Proposed by the steel 
workers’ union in 1944 and again in 1951- 
1952, it is now vigorously urged by the auto 
workers and an increasing number of unions 
in the Congress for Industrial Organization. 

The response from management has gen- 
erally been that the idea is incredible. Wages 
are paid out of production, and to guarantee 
wages before production is stabilized appears 
to be putting the cart before the horse. What’s 
more, the proposal is looked upon by employ- 
ers and business organizations generally as 
economically dangerous, increasing the risks 
of running business, and likely to remove 


About the author— 

A specialist in the field of labor relations and social 
security, Dr. Haber is Professor of Economics in this 
University. He is chairman of the Federal Advisory 
Council on Employment Security. This paper is an 
enlargement of part of his remarks at the Conference 
on the Economic Outlook. 
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much of the flexibility which our economy still 
possesses. 

Whether this is so or not, the head of at 
least one union has publicly stated that his 
organization will not sign another collective 
bargaining contract unless it contains a guar- 
anteed annual wage clause. And there is 
substantial evidence that wide stimulation of 
membership interest is being fostered where 
it does not already exist. 

The issue of guaranteed wages is thus al- 
ready of more than academic interest. It is 
pertinent to inquire into the reasons for the 
current agitation. What experience have we 
had with guaranteed wages in American indus- 
try? What economic consequences are likely 
to be created by such a plan, should it be 
adopted? How would it be financed? What 
effect is it likely to have on costs, on profits, 
on prices, on investment, on employment, and 
on economic growth? What relationship is 
there between this proposal and the existing 
unemployment insurance laws? 

The purpose of these pages is to call at- 
tention to a few of the more significant aspects 
and economic issues which are associated with 
this provocative proposal. 


What Experience Have We Had 
With Guaranteed Wages 


The idea of a wage guarantee is not new. 
Such plans were initiated by a few companies 
during the 1920’s. Today about two hundred 
firms have some type of wage guarantee 
but they cover less than one per cent of 
the nation’s production and maintenance 
workers. 
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The best known of these are those of the 
Hormel Packing Company, Nunn-Bush Shoe 
Company, and Procter and Gamble. They vary 
greatly in scope and coverage, and are usually 
limited to employees with several years sen- 
jority. In some instances, even where there 
are collective bargaining contracts, manage- 
ment may terminate the guarantee at any 
time after an agreed upon period of notifica- 
tion, or even at its discretion. 

At least three characteristics of the existing 
guaranteed wage plans are especially signifi- 
cant to the present discussion. First, these 
plans were largely inspired by management as 
a method of increasing productive efficiency 
and lowering costs through a more stable labor 
force and improved labor relations. Second, 
considerable success in stabilizing production 
was achieved before promises of guaranteed 
wages were undertaken. Seasonal regulariza- 
tion was accomplished either through product 
diversification, inventory stockpiling, employee 
training for interchangeable jobs and similar 
methods which have been found effective in 
smoothing out fluctuations in production. 
Third, these plans are primarily, although not 
exclusively, limited to non-durable consumer 
goods (for example, shoes, soap, meat), and 
distributive industries, both of which are far 
less severely affected by cyclical fluctuations 
in demand than producers goods industries or 
those making durable consumer goods. During 
a business recession consumers tend to main- 
tain their demand for meat or shoes or soap 
at a relatively more constant rate than the 
demand for houses or automobiles or refrig- 
erators. Non-durable goods producers can 
therefore predict their future sales more ac- 
curately and thus stabilize their production. 

Largely because of these characteristics, the 
present guarantee wage plans provide little 
insight into the problems likely to be created 
by the new proposals. These call for a wage 
guarantee in producers goods industries like 
steel or durable consumer goods like auto- 
mobiles. These industries, except for the post- 
war period, have been subjected to significant 
seasonal fluctuations in demand and produc- 
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tion and substantial cyclical variations as well. 
In addition, the proposed wage guarantee 
would precede and not follow production 
stabilization and would presumably be more 
rigidly circumscribed with conditions as to 
financing and security of payment, and pos- 
sible termination than is true of the existing 
plans. 


What Explains the Current Interest 
in Guaranteed Wages? 


The present interest in the guaranteed 
annual wage should be traced back to 1944. 
In that year the United Steel Workers Union 
included such a proposal in their contract dis- 
cussions with the steel companies. The Na- 
tional War Labor Board, which then played a 
decisive role in the adjudication of contract 
disputes, refused to direct the inclusion of 
such a provision in the contract, but indicated 
that it would be approved if voluntarily agreed 
to by labor and management. Such an agree- 
ment was not reached and on recommendation 
of the War Labor Board a comprehensive 
study of the subject was undertaken and pub- 
lished in 1947 by the Advisory Board of the 
Office of War Mobilization and Reconversion. 

The issue was again raised by the steel 
workers’ union in 1951 and briefs analyzing 
the labor proposal and the management re- 
buttal were presented to a Wage Stabilization 
Board panel which did not act favorably on 
the union demand. In 1953 the CIO’s auto 
workers and electrical workers adopted the 
goal of the guaranteed wage. The president of 
the auto workers union announced that this 
would be a major issue in the collective bar- 
gaining negotiations with the auto companies 
when the present contracts expire in 1955. 

An important explanation for this develop- 
ment is quite likely to be found in the pre- 
occupation of the American wage earner and 
particularly the organized worker with the 
problem of job and income security. His ex- 
perience with unemployment in the 1930's 
left a deep scar and has not been forgotten. 
In the employees’ mentality, the fear of job- 
lessness and its consequences represents a real 
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threat, even after more than a decade of full 
employment. The unions refer to the problem 
of full production and employment as the 
“most fundamental unsolved problem of our 
society.” They consider the guaranteed annual 
wage proposal as a method of shifting a larger 
proportion of the cost of unemployment to 
industry. They urge that labor costs be con- 
sidered as annual costs and expect thereby to 
stimulate employment stabilization, “steady, 
full-time employment, week by wek, the year 
around.” As a minimum they aim to provide 
greater income security than is now available 
through unemployment insurance legislation. 


Defining the Guaranteed Wage 


There is no acceptable definition of the 
guaranteed annual wage. Most of the contro- 
versy, in fact, is likely to revolve around the 
very issue as to what exactly is to be guaran- 
teed. Many establishments, for example, could 
under normal conditions assure a full year’s 
work and pay for long seniority employees. 
These firms have a high “stability rate.” 
Their labor turnover, while it may also be 
high, is primarily concentrated among workers 
and employees with relatively short tenure. In 
some auto firms, for example, it has been esti- 
mated that about 70 per cent of the employees 
have two or more years seniority. Most of the 
lay offs in normal times undoubtedly fall on 
the 20 per cent who have less than one year 
seniority or the 30 per cent with less than two 
years seniority. A guarantee limited only to 
employees of five years seniority, for example, 
would not entail an undue financial burden. 
The steel union proposal in the 1951 negotia- 
tions was limited to employees with more than 
three years seniority. However, the low senior- 
ity workers suffer more lay-offs and are un- 
doubtedly in greater need of such job security. 
Some unions have, therefore, urged the widest 
coverage—including all but probationary em- 
ployees. The wider coverage is obviously more 
costly. 

Two other factors are significant in defining 
what is to be guaranteed and have a serious 
bearing on the cost of the plan. These are the 
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duration of the guarantee and the proportion 
of the weekly wage which is to be paid when 
work is not available. 

As in the matter of coverage, many firms 
might find a reasonable proposal manageable 
from a financial and administrative point of 
view. An underwriting of 36 weeks at 50 to 
60 per cent of average weekly wages, for ex- 
ample, would when coupled with unemploy- 
ment insurance provide only a small additional 
cost burden for most firms. On the other hand, 
the unions would probably consider this too 
modest an advance over the duration and 
amount of income security which is now avail- 
able under many state uneinployment insur- 
ance laws. 

The steel union proposal in 1951 was for an 
underwriting of thirty times the employees 
hourly wage rate during each week of un- 
employment for a period of lay-off up to 52 
weeks. This proposed weekly level of pay- 
ments, inclusive of unemployment insurance, 
would be approximately 65 per cent to 70 per 
cent of the employees’ normal earnings for 40 
hours work. The auto union is said to be pre- 
pared to urge a higher amount. Weekly pay- 
ments of approximately two-thirds of average 
wages appear high when compared with un- 
employment insurance maximum amounts. 
They are somewhat less startling when com- 
pared to the level of benefits under workmen’s 
compensation legislation. 

The matter of what is to be guaranteed in 
terms of the proportion of wages, the number 
of weeks per year, whether it is a calendar 
year or a year beginning with the lay-off, who 
should be included in such a guarantee, and 
whether the guarantee is limited to the amount 
in a reserve fund become the crucial first ques- 
tions, once the principle is adopted. 


Relationship between the Guaranteed 
Wage Idea and Unemployment 


The guaranteed wage, should one be adop- 
ted, will affect the state unemployment insur- 
ance laws in many significant respects. The 
most important issues in unemployment in- 
surance, those concerned with eligibility for 
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benefits, disqualifications, availability to 
work, refusal of suitable work, and the benefit 
amount and duration (to cite but a few) are 
also present in any proposed annual wage 
guarantee. 

Are the conditions for the receipt of the 
wage guarantee to be different from those 
which qualify a worker to receive unemploy- 
ment insurance under the state law? Will 
“suitable work” under a collective bargaining 
wage guaranteed plan be defined in a manner 
different from that now employed by the state 
agency administering the jobless compensation 
act? These questions suggest that a guarantee 
wage plan may have to be coordinated in 
many significant respects with the state job- 
less pay legislation. 

The state unemployment insurance laws al- 
ready provide a limited wage guarantee. In 
Michigan, for example, an eligible worker 
without dependents can receive $27 weekly 
for a maximum of twenty weeks in a twelve 
month period. In many other states higher 
amounts, usually for a maximum of $30 
weekly and a longer duration, for twenty-six 
weeks are available to eligible workers. 

The representatives of the steel companies 
in the 1952 negotiations contended with con- 
siderable force, that the guaranteed wage idea 
was merely a device on the part of the union 
to liberalize the state unemployment insur- 
ance laws without having to appeal to the 
state legislatures. Collective bargaining has 
been effectively utilized to increase the wage 
earner’s retirement annuity beyond the sum 
provided by the Social Security Act. The guar- 
anteed wage idea is looked upon by many 
management representatives as similarly de- 
signed to improve the benefit and duration 
provisions in our unemployment insurance 
laws through the collective bargaining pro- 
cesses. Whether this is so or not, some have 
contended that an improved unemployment 
program, by pooling the risks of all employ- 
ers, would provide a more desirable method of 
increasing workers’ security than an annual 
wage guarantee plan limited to a particular 
establishment or industry. 


The relationship between a wage guarantee 
through collective bargaining and state un- 
employment insurance legislation cannot be 
evaded and one can predict that this will be 
a critical issue in the bargaining sessions. The 
problems to be resolved are readily identifi- 
able. There is first the problem that under our 
present legislation, in order to be entitled to 
benefits, a claimant must not only be without 
work but must also have suffered a wage loss. 
This principle would be violated if a worker 
received 100 per cent or some other portion 
of his usual wage. A few states which have 
passed upon this question under existing guar- 
anteed wage plans have held that while an in- 
dividual is drawing “this guaranteed wage, he 
is not eligible for unemployment insurance.” 

The second question is whether firms which 
adopt a wage guarantee plan are to be exempt 
from the state unemployment insurance law 
and thus freed from the payroll tax. A strong 
case can be made for this approach and it 
would be advantageous to establishments with 
stable employment such as public utilities. On 
the other hand, short tenure and probationary 
employees will in all likelihood be excluded 
from any wage guarantee plan which may in 
time be adopted. These employees when laid- 
off will need to rely upon the state unemploy- 
ment insurance legislation for benefits avail- 
able to them under the state law. In addition, 
such exemption or exclusion would eliminate 
the “better risks” and concentrate only the 
least stable employers under the unemploy- 
ment insurance legislation. For these reasons, 
“contracting-out” from the state compensation 
program is not likely to be feasible nor desir- 
able either from the point of view of the wage 
earner or the management. 

A more probable approach is for the guar- 
antee to include the unemployment insurance 
benefit and for the employer to be liable for 
the difference between the guaranteed wage 
and the insurance amount in the same way 
that social security and retirement pension 
plans have been wedded. Under such an offset 
plan about 40 to 45 per cent of the guaranteed 
wage could come out of the state unemploy- 
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ment insurance reserves and the balance paid 
by the employer. Such a plan is being urged 
both by the steel and auto unions. Should it 
be adopted, these unions hope that manage- 
ment would be less reluctant to see any in- 
creases in benefit duration and amount, since 
the employer’s direct payment to the laid-off 
eligible employee would be reduced in pro- 
portion to the increase in the unemployment 
insurance amount and duration. 

Whether such integration occurs or not, we 
are likely to see the highly controversial issues 
of disqualifications and “suitable work” trans- 


_ ferred to the collective bargaining conference 


whenever the guaranteed wage proposal enters 
that arena. Rigid job jurisdictional lines will 
become more difficult to defend if the manage- 
ment is to underwrite the wage. A greater 
freedom in transferring workers from one oc- 
cupation to another will become essential and 
the “suitable work” definition will have to 
receive a much more flexible interpretation. 
And the application of overtime toward the 
guarantee is also likely to be an important 
item for consideration. 

At the same time, the interest of both man- 
agement and unions in the placement activities 
of the public employment service is also bound 
to increase, since any plan will have to re- 
quire that the laid-off worker register at a 
public employment service office and accept 
suitable work to which he is referred. Laid-off 
workers’ “outside earnings” are substantial, 
and would materially reduce the cost of a 
wage guarantee plan. 


Financing the Guaranteed 
Wage Plan 


No estimate as to the cost of a guaranteed 
wage plan is possible without a detailed spell- 
ing out of exactly what is to be guaranteed. 
To do so for a theoretical or hypothetical 
plan would not be fruitful. The steel workers’ 
1952 request for an assured 52 weeks at 30 
hours per week was accompanied by a pro- 
posal that about seven and one-half cents per 
hour per worker be set aside in a fund for this 
purpose, This would not represent the cost of 
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such a guarantee, but merely the limit of the 
employer’s liability. 

We may be certain of one thing, to finance 
even a reasonably adequate guarantee wage 
plan would involve several times the cost of 
financing the present unemployment insurance 
laws. Plans designed to provide a guarantee 
approaching a full year, for nearly all but 
probationary workers for about three-fourths 
of average straight time wages would probably 
cost about seven and one-half per cent to ten 
per cent of the covered payroll. 

In view of the obvious uncertainties which 
almost every firm must face as to production 
and employment and the consequent cost of a 
guaranteed wage plan, it has been suggested 
that early experimentation will have to be 
based on a definite limit of employer liability. 
Such limit could be achieved by setting aside 
a fixed amount, five to ten cents per hour, for 
each hourly rated employee. This fund could 
be built up for a year or two or until adequate 
to underwrite the agreed upon guarantee.. 
Such a reserve approach, whether financed on 
a per cent of payroll basis, or otherwise, has 
the advantage of fixing the firm’s liability and 
definitely underwriting the wage assurance to 
be provided. In addition, the reserve approach 
reduces the financial strain upon the firm 
when a recession sets in and lay-offs have 
begun. There may also be certain tax ad- 
vantages, if the reserve is set up in an irre- 
vocable trust fund. Some have estimated that 
reserves required under a guaranteed wage 
plan could be considerably smaller than those 
required for pension purposes. 

Complete reliance upon the reserve fund 
method of financing would, of course, limit the 
amount of the guarantee to the size of the 
fund. An additional disadvantage of the re- 
serve approach is that it provides less of an 
incentive toward production and employment 
stabilization, than would be the case by some 
other method, such as a pay-as-you-go plan 
or a combination of that and a reserve. This 
weakness could be partly overcome by a pro- 
vision permitting the firm to recapture any 
unexpended balance in the reserve account. 
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There is something also to be said for the 
pay-as-you-go method of financing. It would 
have distinct advantages for growing firms and 
those with a relatively stable labor force. Pub- 
lic utility companies would find this method of 
financing a wage guarantee plan less costly 
than one requiring a fixed sum to be set aside. 

For firms subject to serious fluctuations in 
employment, the pay-as-you-go method would 
impose an increased labor cost at the very 
time when the firm is least able to bear it, 
since unit costs rise in the early stages of a 
recession. It would be like granting a sub- 
stantial wage increase at the onset of a reces- 
sion. The pay-as-you-go method, however, 
would provide a stronger incentive to regulari- 
zation—assuming, of course, that one is to 
grant the assumption that the absence of such 
an incentive is primarily responsible for the 
failure to stabilize production. Nevertheless, 
it would appear wiser to rely primarily on re- 
serve fund financing with a limited employers’ 
liability. 


Some Economic Aspects 


Much can be said about the economic con- 
sequences of a guaranteed wage plan, such as 
is now being proposed in the auto and steel 
industries. In this brief paper we can call at- 
tention to but a few of the more significant 
topics. 

Will an annual wage guarantee stabilize 
production and employment? It would be 
naive to suggest that this proposal could ac- 
complish such a feat. It would focus attention 
upon the problem of instability and lead to a 
more intensive search for ways and means of 
regularizing production. It would provide a 
stronger incentive than presently prevails. Ex- 
perience suggests that considerable success can 
be achieved in eliminating some or most types 
of seasonal fluctuations. 

How much effect a wage guarantee plan 
would have upon cyclical fluctuations, would 
depend upon its effects, if any, upon the vol- 
ume of consumption, investment, and the con- 
tinuity of profit expectations. Most economists 
are agreed that such a plan presents no cure 


for the business cycle, that these fluctuations 
cannot be controlled by a single firm or even 
by a large industry. As Alvin Hansen put it, 
“No one enterprise is secure enough, or power- 
ful enough, to withstand and modify the great 
swings in general business activity.” Public 
measures of a more ambitious character may 
be required for such an objective. The unions 
are counting on the possibility that large firms 
with a wage guarantee plan would be more 
sympathetic to such public programs. 

Would such a plan adversely affect the 
mobility of labor? Would it decrease the inter- 
est of the laid-off worker in accepting alterna- 
tive employment? Whether labor mobility 
would be seriously influenced would depend 
to a considerable extent on the state of the 
labor market, on whether the lay-off was 
seasonal, or whether it was due to techno- 
logical or frictional changes. Our experience 
with retirement pensions suggests that the 
effect upon mobility can be exaggerated. How- 
ever, there are possibilities of abuse. The re- 
quirement for registratios at an employment 
service and the accept2" ‘ze of available work 
may, when effectivz:; supervised by the em- 
ployer or such admirasirative agency as may 
be established under such a plan, check abuses 
and reduce adverse effect upon mobility. 

The guaranteed wage plan would obviously 
affect different firms and industries differently. 
Growing businesses could meet the obligation 
with less strain than declining establishments 
and the small and marginal firms might be 
placed in a more vulnerable position. 

The accumulation of reserves also has an 
important bearing on the question of savings 
in the economy and on investments. Such 
accumulation, in a sense, represents a type of 
forced savings. 

Would a guaranteed wage plan tend to 
check expansion of business and the growth 
of the economy? That would be influenced by 
the type of plan adopted and by the method 
of financing. A plan which would include all 
of wages as a part of fixed costs and rely on 
a pay-as-you-go method of financing might 
have serious consequences. Some firms might 
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hesitate to take on new employees, if doing 
so would create an obligation to continue their 
wages after the employees are laid off. The 
interests of employees, the labor unions, and 
the community could be seriously injured if 
the fear of future commitments would dis- 
courage expansion of employment. 

As an alternative to such a plan, there is 
a good deal to be said in favor of a system 
which gives business freedom to hire and lay- 
off, and places the obligation for compensating 
for wage loss upon a community plan like 
unemployment insurance. Under present prac- 
tices, hiring represents a short run decision. 
To make it does not require extreme caution 
nor careful calculation. Under a guaranteed 
annual wage plan, however, with fixed labor 
costs financed from current funds, investment 
for employment would impose an additional 
liability for business owners and would con- 
front management with long-run obligations. 
Long-run decisions are made with greater 
caution and more conservatism. This would 
not be the best way for society to meet the 
overhead costs of the labor force. 

These considerations suggest the importance 
of avoiding wage guarantee plans financed 
from current income and which convert all of 
the total wage bill to a fixed cost. There is 
considerable evidence that the unions are 
aware of these economic pitfalls and their pro- 
posals are likely to be in the direction of 
reserve fund financing with a maximum limi- 


tation on the employer’s liability. Such a pro- 
posal would present the employer with the 
same considerations which he must now face 
with respect to any other collective bargain. 
ing demand which would affect labor costs. 
Would the guaranteed annual wage serious- 
ly influence the nature of collective bargain- 
ing? The scope of the contract to be nego- 
tiated between management and the unions 
would be significantly changed. The bargain 
would shift from rates of pay to wage income, 
It would involve not only the price of labor 


but the quantity of labor—the amount of em- 


ployment. Management may be in a position 
to make a better bargain on wage rates in re- 
turn for concessions on the amount of work— 
the duration of the guarantee. 

Our object is to achieve full employment. 
No one can seriously propose the payment of 
nearly full wages to idle workers except per- 
haps for a most temporary period. No indus- 
try is quite big enough or rich enough to do 
so. The guaranteed wage controversy should 
focus attention on the employment problem, 
on the method of achieving steady employ- 
ment and a growing economy. And whenever 
the principle of a wage guarantee is adopted, 
the parties must avoid provisions which would 
impose unrealistic costs, discourage expansion 
of employment or technological progress. In 
this issue, as in so many others of our time, 
we must search for the formula which will 
provide security with progress and growth. 


TITANIUM IN INDUSTRY 


Progress made in developing titanium into a widely useful industrial metal is 
described in PB 111083, Symposia on Materials and Design jor Lightweight Construction, — 
The Titanium Seminar, 95 pages, Mimeo $2.50. This report comprises eight papers given 
at the May 1951 symposium of the Army’s Engineer Research and Development Labora- 
tories. Subjects included are: History of Titanium, Present Production Status, Properties 
and Uses of High Purity Titanium, Physical and Mechanical Properties of Commercial 
Titanium and Its Alloys, Casting and Forging of Titanium and Its Alloys, Applications 
and Potential Uses, Corrosion Resistance, and Shop Characteristics of Commercial 
Titanium and Its Alloys with discussion of the forming, welding, guiding, and machining 


of titanium. 


Orders for this Office of Technical Services report may be placed with the Superin- 


tendent of Documents, Washington 25, D. C. 
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Recent Publications 
OF THE BUREAU OF BUSINESS RESEARCH 


COMMON STOCK VALUES AND YIELDS 


A Study of Common Stocks as Long-Term Investments with Particular 
Emphasis on Investment Yields 


Vol. No. 3. 


By Wilford J. Eitemen, Ph.D., Professor of Finance, 

School of Business Administration, University of Michigan 

and Frank P. Smith, Ph.D., Professor of Business Administration and Director 
of Business Research, School of Business Administration, University of 
Michigan 


The authors of this study discuss the long-term upward trend of common stock 
price levels and study the results of a plan of investing and reinvesting in 
common stocks over a fourteen-year period, 1937-1950. The market values of 
the accumulated portfolio, and investment yields, are compared with investments 
in bonds, in the securities comprising the Dow-Jones Industrial Average, and 
with the appreciation necessary to maintain pace with the decreasing purchasing 
power of the dollar. 

Price: paper, $2.00; Cloth, $2.50 


THE MICHIGAN BUSINESS RECEIPTS TAX 
An Appraisal of the Value Added Tax Enacted by the 


Michigan Legislature in 1953 
By Peter A. Firmin 

Michigan 

Business The author of this study contrasts the Michigan Business Receipts Tax with 

Report, No. 24 gross receipts and net income taxes of other states and presents issues involved 
in this most recent practical application of the value added theory of taxation. 
The study empahsizes the interstate problem, measures the impact of the tax on 
various business activities, and estimates the revenue producing potential of the 
tax. Special consideration is given to questions of economic theory and equity. 
149 pages; paper, $2.00. 

ADDRESS UNIVERSITY OF MICHIGAN PRESS 
ORDERS TO 


311 MAYNARD STREET, ANN ARBOR, MICHIGAN 
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Recent Publications 
OF THE BUREAU OF BUSINESS RESEARCH 


ECONOMIC EFFECTS OF MARKETING RESEARCH 

By STEWART H. REWOLDT 

Michigan Business Studies 118 poges, 7 tobles, 16 illustrations 
cloth, 


Vol. XI, No. 4 Paper, $2.00; 
Also cveilable in Microcard form (3 cords) $1.00 


; “It is time some consideration be given to the economic implication of the rapid 
if development in the field of marketing research,” says the author of this mono- | 
a graph. He traces the growth of marketing research over the past twenty-five || 
pi | years, and discusses the increasing significance of the continued development | 
of of marketing research in terms of its economic effects upon individual enterprise — 
in and the economy as a whole. Two marketing research methods—the retail store | _ 
vn audit and the consumer purchase panel—serve as the bosis for this study. The 
we - eonclusions drawn, however, are in large measure applicable to all marketing ~ 
oil | research methods commonly employed as tools of business management. s | 
| 
4 CONFERENCE ON SALES MANAGEMENT | 


Contributed Popers, 1953, Stewart H. Rewoldt, Editor. Michigan Business Popers, | 
Number 26, 1953. 110 pages; paper, $2.00. pay 


ANNUAL MARKETING RESEARCH CONFERENCE 


Contributed Popers, 1953, Donald R. G. Cowan, Editor. Michigan Business Popers, 
Number 27, 1953. 116 pages; paper, $2.00. oe 
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